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18 JUL 1987 

CER'EXPTED M A I L  

Cell t l e m e n  : 

Gle h n v e  - c o n e i d e r e 8  y o u r  a p p l i c a r  i o n  E o r  r e c o g n i t i o n  o i  e x e m p ~ i o n  
from F e d e r a l  i n c o m e  t a x  u n d e r  n e c r i o n  5 0 1 ( c ) ( 7 5  o f  the I n t e r n a l  
B e v e n u e  Code. 

The i n f o r m a t i o n  s u b m i t t e d  i n d i c a t e s  y o u  w e r e  f o r m e d  a,e a  c l u b  i n  
* * * * * * * ***** . 

Your  e t a t e d  p u r p o s e s  a r e  t o  p r o m o t e  t h e  w e l f a r r !  a n d  b e t t e r m e n t  o f  
t h e  c o m m u n i t y  of * * * * * * *  * * * * * *  ,  p r o m o t e  t h e  s o c i a l  i n t e r e s t s  
o f  i t s  m e m b e r s ,  and p r o v i d e  a n  o p p o r t u n i t y  f o r  n s h a r i n g  o f  t h e  
common b o n d  be tween t h e  m e m b e r s .  

Your  n c t i v i  t i e s  i n c l u d e  s c h e d u l e d  f i s h i n g  tou rna t l i en  t s ,  m e e t i n g s ,  
a n n u a l  b o a t  and f i s h i n g  t a c k l e  show, y o u t h  f i s h i n g  c o n t e s t : ,  
p i c n  i c  and  a w n r d s  banquet . 
The a n n u a l  b o o t  and t a c k l e  ahow and m e e t i n g s  a r c  o p e n  t o  t h e  
p u b l i c ,  ***** p e r c e n t  o f  a l l  p r o f i t 8  f r o m  t h e  b o a t  show i s  
d e s i g n a t e d  f o r  y o u t h  p rogra ina  a n d  s u p p o r t  t o  * *  * * * * * * * * * *  
* * * * *  * * * * ** * *  .  T h e  r e m a i n i n g  f u n d s  a r e  For c l u b  o p e r a t i o n  
and o ~ g o i n g  p r o g r a m s .  T h e  p u b l i c  i s  i n f o r m e d  a b o u t  the  
a c t i v i t i e s  by f l y e r s  and a d v e r t  ic renen t a .  Nan-mambere o r e  n o t  
p e r m i t t e d  t o  a t  t e n d  p i c n i c s ,  b a n q u e t s  , o r  E i s h i n g  t o u r n a m e n t s  a n d  
p u r c h a s e  r a E E l c  r i c k e t s  o r  c l u b  w e a r i n g  a p p a r e l .  

I n c o n e  i s  d e r i v e d  from t h e  b o a r  show,  f i s h i n g  t o u r n a m e n t s ,  d u e s ,  
s a l e  o f  c l u b  j a c k e t s ,  h a t 8  a n d  e h i r t c l ,  b a n q u e t :  fees, otrd r a f f l e s .  
E x p e n d i t u r e s  are f o r  F i s h i n g  tournarnerrts, c l u b  jackets, h a t s  and  
s h i r  t s ,  annual b a n q u e t ,  t r o p h i e n ,  p i c n i c  f o o d  and s u p p l i e s ,  r e n t ,  
i n s u r a n c e ,  y o u t h  f i s h i n g  a n d  . f e c i l i t i e e  f ee .  



* * * * * ** ****** * * * * * * * * * * *  * * * b  

S e c t i o n  5021c iC7)  of  t h e  I n t e r n a l  Revencct Code e x e n p t s  froto 
F c d e r a  t incoze tnx clubs orp,an i z e d  f o r  plearrorc,  r e c r s a r  ian, and 
o t h e r  non-profitable p u r p a a a s ,  s u b c t a n t i n l l g  a l l  sf t h e  
n c t i v i t i e e  o f  which are f o r  such purposes and ao  p a r t  M E  the  ( ~ & t  

s k o r o h o l d e r .  

See tion 1.50 l ( c ) (  71-1 a f t h e  i r i c o i n e  t a x  r e g u l a t i o n s  p r o v i d e s  as 
ia l ~ O W S  : 

( A  The exempt ion  p r o v i d e d  by ses t i o n  50  11n! Eoz ; rga l ; i z~r ; iona  
d ~ r ; r l r . i k r , b  iii i i e c ~ i o a  > ( i l < c ) ( 7 j  , a p p l i e s  only t o  c l u b s  whici; , 

a r e  o r g a n i z e d  and a p e r a t  ed exc l u s  i v e ' l y - - f . & r  p l easure ,  
r e c r c a t i c n ,  and  o t h e r '  non-prof  i t o h  kt: purpose#, b u t  doe8 do't 
a p p l y  t o  any c l u b  i f  any part of  i c e  net 6ar.n.f:age inures r,a 
ihst b e n e f i t  o f  any p r l v a  t p s  share i~atdar .  Xn geherab,  th-io 
enccmpt i o n  e x t e n d 8  t o  8oc i a l  and r e c r o a t i l a n ' c l u b a  y h i c h  are  
s u p p o r t e d  s a f e l y  b y  member6hip . .£eee ,  d u e s ,  and sssc'rrame'nta, 
However ,  a c l u b  otherwise  e n t i t l e d  to dxsmption w i l l  not be 
d i  sqonl  i E ied b e c a u s e  i t  r a i s e s  revenue$  from members through 
t b e  uoc ~ S I c l u b  f a c i 1 i t . i ~ ~  or  i n  c o n n c c t i o n u i t h  c l u b  I ;  

tlc r i v i t  ies, 
( b )  I\ c l u b  w h i c h  engaged In b u s i n e a a ,  a u c b  as mak ing  its . .  $t?c-;iel 

t lnd  recr  @ a t  i ~ n e  l Eoc i l i t  Zetl n v d i t a b ? . , ~  to the 'gcwerel' publ ic  
" 6 . - -  

a d v e r t i s e m e n t  or o t h e r v i s e  for  p u b l i c  p a t r o n a g e  o f  i t &  
f n c i 1 . i t i s s  i s  p r i n n  f a c i e  e v i d e n c e  t h n t  t h e  c l u b  is en!;ay;i;ng 
in bus ines s  and  i s  n o t  b e i n g  o p e r a t e d  e x c l u s i v e l y  far . 
p l e a s u r e ,  x e c r e a t  i o n ,  o r  s o c i a l  p u r p o s e s .  

You o d v e r t i e e  t o  t h e  p u b l i c  by f l y e r s  end newspaper 
odvcrt ieements . .  

P u b l i c  Law 94-548 a s  e x p l a i n e d  i n  Genere  Report Wo. 9 4 - 1 3 1 8 ,  
pubt  ishtzd i n  C u m u l a t i v e  B u l l e t  i n  1976-2 ,  pcge 5 8 7 ,  p r o v i d e 8  tharr 
a c l u b  exempt Erom t e x a t  ion and d c ~ c r i b q d  in secticia 5 0 L I c ) ( 7 )  i e  
t o  i c  p e r m i t r e d  t o  r e c e i v e  u p  r o  3 5 X  o f  its' g r a s a  r e c e i p t s  fron a  
c o m b i n a t  ion o f  invcss  tnenr i n c o m e  and rece ip t s .  from non-members 
(from t h e  uee of i t s  f a c i l i t l c s c ;  or s e r v i c e s )  so l o d g  r s  the  
lnt  cer do not  r e p r e s e n t ,  more than 15 percent of . the  r o t a ?  
receipts. I t  i a  f u r t h e r  s t a t e d  ' h h a t  i f  a n  o r g a n i z a t i o n  exceeds  
these L i n i t e ,  a l l  G E  t h e  £act.s ,and circurnb;ttdrrcse m u e t  be 
e p n s i d e r e d  in d e t e r m i n i n g  w h e t h e r  t h e  o r g e n i t a r i a n  q u a i i f  i e e  Eor 
cxarnpt E tn tua  . 



* * * * ** ****  ***********  * * * *   

R e v e n u e  Ruiing 5 8 - 5 8 9 ,  1958-2,  2 6 7 ,  h o l d s  that:  a c l u b  t a i l 1  not: b e  
d e n i e d  exempt: i o n  m e r e l y  b e c a u s e  i t  roce  i v e e  income f rom the 
g e n e r a l  p u b l i c ;  t h e e  i s ,  p e r s o n s  or.hex t h a n  rnemb~lr# and t h e i r  
i o n  e f id; gues c 8 ,  o.r becauna t h e  g e n e r a l  p u b 1  ic cn o c c a s  i o n  i m  
p e r m i t t e d  t o  p a r t i - c i p s t e  in i t s  a f f a i r s ,  provided such  
p a r t i c i p a t i o n  is i n c i d e n t a l  to  cr i n  f u r t h e r a n c e  of i t 8  g e n e r a l  
c l u b  p u r p o s e s  and i t  m a y  riot bc s a i d  t h u t  incone! therefrom i s  
i n u r i n g  t o  members. T h i s  is g ~ n e r n l l y  true w h e r e  t h e  r e c e i p t s  
from non-members a r e  no t ,~ure t h a n  e n o u g h  t o  pay  t h e i r  s h a r e  of 
t h e  axpen6es.  

Revlsnue  Ruling 6 8 - 1  19 ,'- p u b l  i s h e d  i n  C u m c r l a t i w e  B u l l e r i n  1968-1 ; 
page  2 6 8 ,  holds t h a t  8 c L u b  w i l t  n o t  necessarily l o s e  L r o  exempt 
s t a r u s  i f  f t  der ives  income from o t h e r  than b o n ~  f i d e  tnecbere: an4 
t b e i t  gues ts ,  ar i f  tho g e n e r a l  p u b l i c  on sccae ion  is Fernittad . . 

to p a r t i c i p a t e  i n  its a f f a i r & ,  provided such' p a r t i c i p a t i o n  i s  
incidcnral  t o  and i n  f u r t h e r a n c e  of i t s  g e n e r a l  c l u b  purposes  and 
the incouie. t h e r e f r o m  doas  not i n u r e  t o  members, Tba equesrriaw"' 
c l u b  c o n s i d e r e d  i n  c h  is r u l i n g  he ld  an a n n u a l  s t e e p l e c h a s e  w h i c h  
was o'pen t o  rho genarnl ,  p u b l i c ,  P r i z e  money w a s  p a i d  from e n t r y  
fees paid  b y  participants, and g e n e r a l  gxpenses  o f  the meet: were 
p a i d  f t o m  a d m i s s i o n 6  and g a l e  of programs and refreehments. T h e  

I Therefore, i t  was h e l d  t i t@ mest: wtra  n o t  o p e r a t e d  c o  make a 
p r o f  i . t ,  and E k e  income from n o n - m ~ m h a r e  d i d  n o t  inure  t o  the 
b e n e f i t  oE a e m b e r s .  The c1,ub'g e x e m p t i o n  w a s  not: j@npardized by 
n o n - s e m b e s  p a r r i c  i p n t  ion in i t s  a n n u a l  moet .  

1.~3 l i b e r a l i z i n g  t h e  arnount of non-member inc.ornc that  c o u l d  be 
r e c e i v e d  by s o c i a l  c l u b a ,  C o n g r e s e i o n a l  gommir t e e  Reports s t a t e  
t h a t  t h e  amendment ( P u b l i c  Law 514-5601 Was nor i n t e n d e d  t o  permit 
s oc i e l  c l u b s  t o  r e c e i v e ,  even w i t h i n  the a 1  lovable gcr i c l e l i n e s  for  
outs id+: i n c o r n * ,  income from the a c t i v e  colnduc r of  bus  inrosedl n o t  
r r a d i r i o n a ' l l y  c a r r i e d  on by e o c i a l  c l u b s .  ( S e a a t e  R e p o r t  Ro. 
554-1318 2d S e s s i o n ,  1 9 7 6 - 2  C,B. 5 9 6 . )  ' 

Revenue Hul ing 6 5 - 6 3 ,  p u b l i s h e d  i n  C u m u l a t i v e  B u l l e t  i n  1 9 6 5 - 1 ,  
p a g e  240, h o l d s  t h a t  a non-prof  l t  o r g a n i z a t i o n  w h i c h ,  in 
conduct ing  s p a r r e  c a r  e v e n t s  for  t h e  p l e a a i l r e  snd recreation u f  
.its members, parrnits t h e  g e n e r s l  p u b l i c  t o  a t t e n d  such. e v e n t s  f o r  
a fee  an a r e c u r r i n g  bnclia and s o l i c i t s  p a t r o n a g e  'by a d v & r k i s i n g ,  
b.028, n o t  qua l i f y  f o r  e x s n p t i o n  a s  a c l u b  orgarriaed and o p e r a t e d  
e x c l . u n i v e l y  . f o r  p l e a s u r e ,  r e c r e a t i o n  and o t h e r  o a n - p r o f i t a b l e  ,, 

purpasea under e e c t  ion 5 0 1  ( c  ) ( 7 9  o f  the. I n t e r n a l  Revenue Code a £  * .  

'1.. 

1954. 
, i .  

, .. . . 
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Revenue  P r a c e d u r c  71 -17 ,  1971-1 C . B . ,  653, eit ~ e b l i f i h e e  
r e c o r d k e e p i n g  requirement8 far docial c l u b e ,  t a  s e p a r a t e  
non-member irtcoa~e. ' L f  t h r o e  requirements arc  mat, c e r t a i n  
presumptions a s  to m e m b a r  vn. non-member i n c o n e  nay ba o;nde, as 
o u t  l i n t i d  i n  t h e  Revenue Procedures .  

T h e  a n n u a l  boat: and t a c k l e  ahow ' e r a  open  t o  t h e  p u b l i c ,  
)Jnr . -nnmb*rs n T . 0  i l o t  ye tmi  t t e d  r o  a t  rend  t h e  f i s h i n q  tnrrr-enienh-s! 

, p i c n i c s  and b a n q u e t s .  H'owever, t h e  fofide are uaed ' t o  cavsr the  , 

! ,  casEW of the f iah'iner tournaments, banquet s .  and picn ic .  Y o u  a l s o  

pur pose0 + Therefore ,  rlie income rece ived  from no-nmsrrrbers i s  
subsidizing t h e  o p e r a t i o n  d f  t h e  c l u b  a n d  i s  inuring t o  c l u b  
m$aber$, 

The'organisotion and o p e r a t i o n  o f  a c l u b  in a rnonnor w h i c h  
c o n s t i t u t e s  a s u b t e r f u g e .  Ectr d o i n g  b u s i n e s e  w i t h  the  public is 
inconsistent w.ith t h e  term a'club''zias i s e d  in L R C  5 8 1 , ( c ) (  7). 

O n  the  b a e i s  of cha e i i d e n c e  p r e s e n t e d ,  t h e  requirements f o r  , . 
e x e m p t i o n  o f  a s o c i a l  and r e c r s a t i . o n a 1  club d e f i n e d  i n  the  C o d e  . . 

and i n c o m e  t a x  r e g u ' i e t i . o n s ,  .rind t h e  i ~ t t e r p r e t d t l o n  o f  t h e  Code.  
a n d  r e g u l a t i o n s  c i r e d  i n  t h ~  Revenue Ruling noted ~ b o v s ,  we hold 
t h a t  you do nor q u a 1  i f y  Cor e x e m p t i o n  u n d e r  s e c t i o n  5 C j l ( c ) ( 7 3  of 
t h e  Code. . . - ;, , , 

. ; . j  
Based an t h e  i n f o r m a t i o n  suhmiteed, exempt  s t s t l i e  w i l l  n o t  b e  ,. .. . . 
r e c o g n i z e d  under any r a l a t e d  p a r a g r u p h  o f  t h e  I n t e r n a l  Reyeaxre ' : . I  
C o d e  S e c t i o n  5 0 1 ( c ) .  . , , ,  

(.' 

. . 

Until you: h a v e  e s t s b l i s l ~ e d  a n  exempt s t a r u s ,  Y O U  a r e  noit r e l i e v e d  
I .. I 

of the raquirementru f b r  f i l i n g  F e d e r a l  income t a x  tetukn,er, . . , , 
I 

,lj 

'. . 



1 f you d o  no r  a c c e p t  our f i n d i n g s ,  we recaainend t h a t  you requotst  
n c o n f e r c n c z  w i t h  s member of  our R e g i o n a l  O f f i e c  of A p p e a l s .  


